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In November 1975 a policy era ended in Ontario 
and Canada.. The special Program Review commissioned 
by the Government of Ontario published its findings. 
The publication introduced a set of themes which nave 
come to dominate Canadian public policy discussions 
during the last three years. While the themes are not 
uniquely Canadian, and are currently the subject of 
intense debate in almost ali 0.£.C.D. countries, the 
manner in which the policy climate has evolved in | 
Canada deserves some special scrutiny. 


The Special Program Review was designed to ad- 
vise the Treasurer of Ontario on “ways and means of 
restraining the costs of Government through examining 


issues such as the continued usefulness of programs, 


alternative lower cost means of accomplishing objectives, 
and the problem of increased public demand for services 
in an inflationary period." | The report accomplished 
few of these objectives. It never examined the useful- 


ness of public programs, nor did the review give 
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evidence that it even knew how te approach such a task. 


Lower cost came to mean reducing the expendi- 
tures of Ontario. The review identified a ranga of 
pregrams to be transferred to the federal or municipai 
levels, or alternatively to be financed through in- 
creased user fees. In the latter instance, lower costs 
were to be achieved through excluding, or limiting 
access tO, marginal income groups through the use of the 
price system. 


Thera were few recommendations which addressed 
issues such as program design, the selective. integration 
of provincial functions, or preventive measures. Nor 
did the review examine the revenue side of the balance 
sheet, and in particular the inefficiencies of tax 


expenditure policies. 


The review was designed as, and succeeding in 
becoming, an ideological exercise which intreduced the 
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. Letter of Transmittal, Special Program Review, November 
1975. 
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concept of public sector restraint to the political life 
cf Ontario. The thinking developed as fcoliows. Govern- 
ment was the biggest and most influential factor in 

the daily lives of Canadians. World-wide inflation, 
along with domestic unemployment, were tareatening the 
Canadian economy. Increased government spending at 
current levels "fuels the very inflation governments 

are fighting". The most urgent task was not merely to 
contain current spending, but “to face up to the 
difficult job of cutting it back”. 


The source of government threat lay in 
inordinately large provincial deficits, which threaten- 
ed to grow even larger in succeeding years. Governments 
would seek their cash requirements in capital markets, 
thereby push up interest rates, and draw needed 
capital away from the private sector. 


Seventy percent or more of gross provincial 
spending is directed to the social Gevelopment field. 
Included is health, education, community and social 
services, colleges and universities. Other forms 
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af social spending outside the social development 
field include housing, corrections, culture and 
recreation, and portions of the labour and the justice 
ministries. Thus a call for restraint and cutbacks 

in provincial expenditures was in effect a call for 
reduced social spending. 


This was no easy task to accomplisn. The 
establishment of Medicare - Ontario's network of 
elementary, secondary schools, colleges and universit- 
jes ~ the province's child welfare programs, and services 
to the elderly were sources of immense pride to the 
people of Ontario, and were strongly supported across 
all parts of the political spectrum. What followed 
subsequent to the review was @ systematic campaian 
by political, business, and financial leaders to 
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justify cutbacks in social spending. 


i 
ported speecnes, professional opinion features, 
columns or editorials, which proclaimed social spending 
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as the source of Canada's economic instability. The 
campaign stressed a number of major themes which through 
sheer repetition came to be unseen as undisputed fact. 

It was claimed that levels of public spending in Canada 
were exceptionally high in relation to other Western 
nations with whom we had to compete. Social welfare 
programs in Canada were airong the most aenerous of 
Western nations. Hich levels of social spending were 

the source of Britain's economic malaise. Public 
spending had come to appropriate 40% of Canada's gross 
domestic product, thereby eliminating the possibilities 
of private sector initiative. The public sector, with- 
out tasts of market accountability, was by definition in- 
herently less efficient than the private sector, Shel 
theme of government waste became paramount, reinforced 


ain any bureaucratic enterprise. The bettom line in 
the analysi 
2 public: 
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the generation of waste. 


On a more tnesretical level, all public sector 
ties and by implication all forms of social 
spending, were defined as “non-productive’. These 


~ 


schoois, hospitais, universities, police and fire 


services were inherently non-preductive, but neverthe- 
fess desireable friils. Family budgeting imagery 

was invoked, when times are difficult family juxurias 
evré curtailed, and scarce resources are devoted to the 
necessities of life. When cifficuities would be sver- 
come eventually, the important “extras” of life would 

ence more be possibile. Thus public spending had te 

bo cutback, and await new wealth formation threugh private 


initiative. 


The most productive rele for the state in 
he coming years would be to limit its restraint 
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reaiced regulations, reduced public sector employment, The public policy environment in Canada has 
reduced pensions and wage increases to public servants. A been transformed. Governments at all three levels 
more favourable environment for private capital have absorbed the new assumptions and adopted apprap- 
Tormation would make Canada competitive again, create riate fiscal and policy measures. Cutbacks in public 
new jobs, overcome energy shortages, and create new sector spending are the order of the day. Nevertheless, 
sources of wealth for public purposes. While inflation continues unabated. Widespread unemployment 
private initiative was central to this strategy, public persists. There is little if any optimism for the 
sactor encouragement in the form of tax concessions immediate future. The most pessimistic of all scenarios 
was not te be ruied out. Thus in the seventies, we is the demographic solution. In this view there is 
nave seen a host of proposals and measures - temporary little that can be done to mitigate current employ- 
income and sales tax cuts, employment tax credits, pro- ment hardship. it is eesuit a function of a demo- 
posed mortgage interest exemptions, write-offs to graphic bulge, unique to Canada. which has given us 
spur domestic capital formation (i.e. RRSP. RHOSP). the largest growth of labour force population of 
major concessions (1972-74) to secondary industry, any OECD country in the last decade. This is largely 
increased exemptions for the oroceeds from Canadian the result of the post-war baby boom, the growing 
investment, calls for abolition of capital gains, participation rates of women in the labour force, and 
direct inducement payments to non-Canadian enterprises high immigration leveis. There is a limit to the 
to locate in Canada (i.e. Ford), deferrnent schedules number of jobs that the economy can create even under 
for the payment of taxes, and so forth. While it is the best of. circumstances. Canada’s employment 
2 not at present possible to identify the cost of these creation rate is one of the best in OECD countries. 
tax concessions, they represent sizeable levels of For those periodically or permanently excluded it is 
public spending, — pendi 2 ant fore- a matter of waiting it out during the next 5-8 years, 
i into the mid-eighties, when the bulge is finally 
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absorbed. At that time we might even face labour short- 
ages because of an aging population. 


the last three years have been a period of shock and 
disarray. 
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serareré-rrewgh-ullic vga aris ani utsiaies. There 
was rarely any need to justify the ovarall value of 
health, education, social welfare, and income support 
programs. They were assumed to be useful if legitimate 
neets could be demonstrated. Social planning was - 
Girected to needs identification, and the allocation 

of public and voluntary surpluses. Was a new sheltered 
workshop program for the retarded of higher priority 

than a new family life education service? On what 
schedule would hospitalization and physician benefits 

be extended? Over what period of time could the regional 
distribution of new community colleges be completed? 


Nicci iaiiteaileiadibeaatae Most of the important 
assumptions were already in place. There was little if 
any critical thinking required beyond maximizing 
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distributional objectives, 


The new policy environment has ended this 


insularity. The climate of restraint has intensified 


‘the justi ficati Lredsof ial devel t 


work. With scarce resources the givens of public 
policy, 2 5 37 

relative to mainstream economic functions. Even if the 
initial assessments of social development functions 

are unfavourable, through claims that they are “non- 
productive", the functions have been jeoined at the 


center of public policy debate. This is to be welcomed. 


Economic and social policy issues are now part of an 
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je when social development activity 
quietly appropriating its share of growth surplus 
for human services and programs. 


As both policy areas are joined, opportuni ties 
for comment and assessment will flow in both directions. 
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Economists, business leaders, financial! analysts, manage- 
ment specialists have felt quite comfortable assessing 
the role, value, and effectiveness of social develop- 
ment activity. The economic mainstream must in turn be 
prepared to nave its own planning and policy approaches 
publicly assessed by social planners. This includes 
examining the theoretical consistency of ecenomic 
planning assumptions, evaluating the methodology and 
evidence which underlie analysis and review, and examining 
the level of social understanding when prescriptions and 
projections are offered. 


in an atmosphere of restraint, it is incumbent 
upon social planners to identify the most productive 
allocation strategies to maximize the mutual attainment 
of economic and social development objectives. 


This means identifying economic policies which 
minimize human hardship, and the spill-over of social 
problems requiring expensive compensatory services and 
programs. Unemployment or under~-employment of family 
heads with dependent children has been one consistent area 
of spill-over. The costs to the public in health, 
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protection, remedial and custodial programs are 
enormous. Similarly, land use and housing patterns 
which isolate dependent populations result in 
expensive social and urban service spill-overs for 
home and community support. It will become necessary 
to review tax expenditure policies where they subsidize 
the affluent, and erode government's ability to meet 
the legitimate income and social needs of those most 
vulnerable to inflation and restraint. 


Within the social development field there 
will be the need to critically assess the roles of 
agencies and professionals in meeting service objectives 
at manageable and effective cost levels. Reproducing 
the capital and bureaucratic intensive services of 
the past is neither desireable nor possibie. Graater 
emphasis is needed on developmental services which 
promote self-care, mutual support, and social 
integration. 


of economic and social development is initially 
dependen rions bel Ee 
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(a) is some cade It is useful at this stage to examine the 


ship role of government if formulating and period preceeding 1975 when it is claimed that public 
implementing public policy objectives in the spending in Canada reached runaway proportions. “the” 


best interests of the entire community iis stl nom 
. n 2 iding jeve at 
(b) that there be balanced patterns of economic and . "2 shaedalencienadadideagnannidaanuiaatiltes: 1 (a) 
ial s ing, net based on unsubstantiated Situates Canada's public spending patterns in relation 

ideology and dogma, but on clear and effective to those of 13 other OECD countries in the period of 
assessments of what has worked, and what might 1973-75. Public spending is broken down into four 
be expected to work principal conponents: 
For these reasonseit is important to assess 1.0 Direct consumption by government. 


the validity of contentions that social spending is at 
the $ Om icuities, 1S nen- This is where government hires workers and operates 


producti 1 © enididabyasapelenoneener STI public sector programs directly. By its organization of output 

should play a reduced role in the economic and social government can in effect compete with the private 

life of Canada. sector. But contrary to repeated claims, 

. | gcvernment enterprise organizes 20% of Canada's 
This paper briefly explores some of the claims output. This hardly justifies the claim that 

cited with respect te social spending. The review is government has reduced the scope for private sector 

of necessity only a preliminary outline of what should initiative. | | 


be an emerging area of historical, theoretical, and 
policy scholarship in the social development field. 
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Tabie 1 {a Table 1 (b) 
CROSS-NATIONAL SPENDING PATTERNS, AVERAGE 1973-75 CROSS-NATIONAL TAXATION PATTERNS, AVERAGE 1973-75 

Percentage Distribution cf Public Spending: Distribution of Taxation: 

Public Spending Public Debt Interest Percentage: Personal Social General Con- Corporate 
en of Gross ee Consumption Investments Transfers and Other Taxation of Gross Income Security sumption Taxes Taxation 
Se ee Prabnes _ COUNTRY Domes tic Product Taxes Taxes & Excise & Other 
Ne ther lands 49 . 3% 7 Norway 47 ,4* 14. 3* 13.6* 18.0* 1.5 
Sweden 47. 4* ha a ea 4,3* Netherlands 44.8% 12.6% 17.6* 17.5 3.1 
Norway 45 Ge 16.5 rie 100 2.9 Denmark a2,7* 24.7% 9 15.8* 1.2 
United Kingdom 43.3% 19.6 4.9% 13.7% oe Sweden 42.6% 19.0* 8. 4* 13.8 1.3 
Denmark 42 9% 99 Ox 43 ag a 9.1 Austria 39.1 11.5% 3.9% 16.9* 1.7 
Belgium 41.0% 15.6 315 180% 1.9 Belgium 38 .0* 11.6* 11.8% 11.5 1 
Italy 40.9% 13.7 374 198+ — Germany 36,14 10.4 11.6* 12.6 1.4 
Germany 40 Se 19.1 37 15 6% 2% France 35.1* 4.9 13.6* 14, 4* 2,3 

Oe eed tee ee ee ee es oon RE tee tose AON ae Pes United Kingdom Co emaeecesss 12,87 I jeer CL Sen eee ee ne 
CANADA 39.4 19.8 4 - 
Ue sae cadalelstiatesimdtta ancien the os 4.20 CAHADA 53.7 1.4 3.4 14.1 4.8 
Austria 38.8 16.1 6.2% iS 3% i SN ert ete dee en te, ay ae ee ea et ree as og es) oN 
France 38.8 13. 3.3 oe rs Italy 29.9 5.6 12.74 10.4 Le 
United States 33.2 18.1 2.2 10.2 a4 United States 29.4 10.0 7.0% 8.9 3.5 
Aus tralia 29.8 14.5 AO 2.0 3.4 Austrailia 26.9 tie” 0 13 3.9 
Japan 22.3 9.4 5.5% 6.5 oe Japan 20.6 ee 4.1% 6.6 4.7 
* 


~ Countries in excess of Canadian percentage 


Source: OECD "Towards Ful] Employment and Price Stability” dune 1977, p. 309, 310. 
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2.0 TInves tments 


This is where government increases public capital stock 
through infrastructure and facility development (i.e. 
schools, libraries, transportation terminals, office 
buildings). The development of capital stock is 

invariably carried out through contracting private 

sector resources. If capital investment is low, the 
consequence is not fewer civil servants employed, but 
private sector unemployment (i.e. - high levels of unemo loy- 
ment in the construction trades of Metro). 


3.0 Transfers 


Here government returns a part of what it receives in 
revenue as payments to individuals and groups. 

It redistributes demand and capacity in the private sector, 
but does not constrain the aggregate scope for private 
sector initiative. Ina progressive system of 

transfers those with higher abilities to pay will 
contribute more than they receive back in direct pay- 
ments. Inversely, those with lower abilities to pay will 
receive back payments consistent with their status or 
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need. This principle in Canada is also extended to 


inter-previncial transfers. 


It is the hallmark of 

a civilized society that redistribution will promote 
the social integration of the general community by 
eliminating the disparities which exclude persons 

or regions from participating in the life of the societ 


The citing or Waste and alleged widespread. abuse 
iadeeeil Se a 
ting redistribution. This is not to indicate, 
or course, that legitimate differences may exist 
over tne scale and intensity of redistribution. 
does it prevent certain groups from supporting 


redistributive programs as they recoup their con- 
tributions through generous tax expenditure concessions. 
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4.0 Public debt interest and other 

This represents public repayment obligations for incurring 
capital and/or operating deficits in previous years. 


A review of Table 1 (a) indicates that Canada was 
9th out of 14 countries in aggregate public spending 
relative to gross domestic product, exceeded not 
only by the British, but by West Germany as well. 
Canada was 3rd in direct consumption by government 
(exceeded by the economically successful Swedes and 
Danes), and fourth in relative debt levels - which 
suggests either that overall expenditures were too 
high or that revenue was too low. That we are among 
the most generous of nations in our income transfer 
programs is clearly not borne out by the data. Canada 
ranks llth in the proportion of its gross domestic 
proguct transferred to persons and groups, exceeding 
only the Americans, Australians and Japanese. 


Table 1 (b) identifies taxation patterns of the same 
countries. In overall taxation Canada was 10th 
(compared to 9th in expenditures), suggesting possible 
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elements of a revenue shortfall. Direct personal 
income taxes represent cne-third of all taxation, and 
ranks 9th overall. Social security taxes are very Tow 
(12th). general consumption taxes relatively high 
(Sth), and corporate taxation along with other minor 
taxes highest of all. 


A numer of conclusions may be tentatively 


economic strength and stability than Canada. The 

size of the British state sector. and levels of transfers, 
were commensurate wita those of her Eurcpean partners. 
some other explanations have to be found for the British 


malaise. not : i a 


ties for private sector initiative in Canada, relative 
to the vast majority of OECD countries. Personal and 
social security taxes were relatively lower in Canada; 
consumption and corporation taxes were higher. 


prior to 1975 is not complete however unless one also 
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jlooks at private jievels of debt formation. Table 2 
indicates the extent to which Canadians embarked (or 
were induced to embark on) high levels of market consumption. 
From 1967 - 71 average income increases were only slightly 
ahead of consumer debt increases. 
went heavily inte debt, 
increased by 38.1% with consumer debt levels growing by 
41.4%. From 1974 to 1976 debt increase levels moderated 
sligntly but remained aboye average income increases. 


From 1971-1974 average incomes 


Over 
65% of all new consumer debt during this period was incurred 
to chartered banks, in some measure related to the 

introduction of consumer charge cards. Consumer debt figures 
In an urban market such 


as Metro, with escalating house prices at ever increasing 


do not include mcortgage liabilities. 


mortdage rates, aggregate Teveis of private debt relative to 
income growth would be auite high. 


From 1971 onwards Canadians 
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FABLE 2 


PRIVATE CONSUMER DEBT PATTERNS, CANADA, 1967-71, 1971-74, 1974-7! 


armas eo 


oneness 


Year income Averags % Increase Consumer % Increase 
Earners Income Average Debt per Consumer 
(000__ income Incoma Debt 
et ie —. Ferner teres 
1967 9,730 $4,222 ” 886 - 
1971 11,477 muart! + 27.2% 1,104 + 24.6% 
1974 io, 15! 7,446 + 38, 1% 1,56! + 4) .4% 
1976 14,114 9,265 + 24.9% 1,957 + 25.4% 
sources: Statistics Canada 
Consumer Credit 
Income Distributions By Size 1976, p. 65 
Note Consumer debt does not include mortgage debt. 
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If there was public overspending during this 
period, the origins can be traced to high levels of 
consumer spending, and corresponding debt formation. 
Some economic analysts have suqgested that real pro- 
ductivity gains in the Canadian and U.S. economies 
began to decline in the mid-sixties. Consumer spending 
from the mid sixties through the early seventies was 
largely primed through increases in the money supply, 
facilitated through reforms to the Bank Act which extended 
the lending opportunities for chartered banks. What 
was experienced as significant growth levels in consumer 
purchasing power and corresponding growth in the gross 
domes tic product, was somewhat artificial, unrelated 
to gains in real productivity. Governments primed 
overconcumption for market goods and services, at the 
Same time that new public costs (i.e. Medicare in 
Canada, Vietnam War in the U.S.) were incurred, without 
corresponding adjustments to taxation levels. Rather 
than force a choice between private goods and public 
costs, the decision was to have both, financed through 
inflationary priming and increased private debt formation. 


This pattern had unfortunate spill-over effects. 
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In the early seventies, the inflation cycle began to 
erode purchasing power. in an administered market, 
prices fcr basic commodities (i.e. - housing, energy, 
The income squeeze 
created corresponding pressures on the structure of 


conmunications) remained fixed. 


public revenue. OQnce more, the hard choices were 
avoided, as sehen on Dntarie) increased 


eer 
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both corporations and indi aunt oe come 


tax expenditures has been estimated to be in excess 
of $30. billion a-year). In comparison to tax expendi- 


ture levels, increases in family allowances and_ 
liberalized provisions to the unemployment insurance 
program were marginal in relation to foregone public 
revenue. Concessions in this period included - index- 
ation of the income tax, ememptions on private re- 


tirement and home-ownership savings, tax write-offs 


to secondary industries, sales tax cuts, regional 
economic expansion grants, etc., etc. Ina 
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Ottawa chose to indiscriminately prime the private sector 
through what were essentially tax welfare measures - hand- 
outs to private industry, subsidies through exemptions to 
middle and upper income groups. 


id inefficient. Concessions 


ar 04 n the nope that somehow the 


private sector will contribute to public objectives. 


The inefficient leakage cf tax benefits, and the 
corresponding inequity which arises, is socially destruct- 


iye. Political parties who refuse to develop a framework 
land the instruments required) for public economic planning, 


and instead resort to costly tax welfare measures, must bear 


xhe full burden of responsibility for the inordinate public 


deficits which have emerged in the seventies. Ontario is a 
prime example of this approach. ‘The full costs of Medicare 
came to be experienced in the early seventies. Worthy 

tax credits were introduced for property tax and to the 
elderly- Even as there was lost revenue through federal tax 
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concessions, Ontario failed to adjust income taxation 
levels. Instead, it financed increasing public deficits 
by drawing on Canada Pension, Municipal Employee, and 
Teacher Pension reseryes. In part, the spending. 

crisis in Ontario arose when it became evident that 
Ontario sources of deficit financing would dry up in 

the early eighties. 


Once more, this pattern in Ontario and 
Canada could not continue indefinitely. The choices 
nas to finally be made, and they were. In Ottawa, 
wage controls were introduced which placed the full 
burden of restraint on salaried earners. An altar- 
native approach might have been to control incomes 
through increases in personal and corporate taxation. 


-This choice would have spread the burden of restraint 


more equally, limited inflationary demand, and protected 
the provision of public services and programs. It 
would nave meant some reduced demand in the market 
sector, along with accompanying dislocations, This 
should te expected in light of the risk theory by which 
the market sector justifies the private appropriation 

of profits. Instead, the market sector demanded and 
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received protection, citing public expenditures as the 
source of inflation and instability. 


In Ontario, (where vrovincial expenditures nad 
declined marginally from 1971 - 74 in relation to the 
gross domestic product) the campaign led to reduced 
child welfare programs, the curtailment of publicly 
assisted family housing developments, limited expansion 
of special education services, increased poverty for 
single mothers raising dependent children, minimal 
support services for the homebound elderly, limitea 
subsidies for public transit programs, progression erosion 
of the Medicare program, inordinate pressures on 
Ontario's universities and colleges, and cutbacks in 
the general financing of municipal governments. This 
has been accompanied by increased provincial reliance 
on regressive revenue sources sucn as the property tax, 
G.H.I.P., user fees, and consumption taxes to pay for 
public services. 
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al public services, has been to further 


4 i m i tom 
to theetopyeeThe i ; in ial 
spending, however,have refrained from citing the obvious 
redistri i hei say. Instead, 


they have framed their appeals in "public interest” 
language, citing established civic virtues such as 
efficiency, the elimination of waste, and the control 
of abuse. Nor has it been necessary for them to 
introduce empirical evidence to substantiate their 
claims. The technique of case illustartion has been 

emp loyed quite effectively, without any comparative 
framework provided by which to judge whether the cases 
were atypical, indigenous to government, cr refilect- 

ive of large corporate structures, private or public. 

Gne might argue that Canadians have an equivalent interest 
in rooting out waste, inefficiency, and abuse in 

private monopolies as well. In an administered market, 
corporate waste, inefficiency, and abuse are reflected 
in the price structure of goods and services, and in a 
decline of international competati veness, upon which 


the employment prospects for Canadians depend. Unfortunately, 


there are no equivalent publicly reported annual 
audits conducted on private monopolies, so that Canadians 
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might have a basis for comparing relative efficiency, 
waste, and abuse levels with public sector activity. “Uneir” 


ugh..the formidable power OF public repitition, with 
imi ted ileal 


eee , —_—_we ' _ 
ts cited for the! etiieindealintianmninal 
spending draw from market theories of value and wealth 
formation. “From a market perspective, the critical 
element in assigning social vaiue to a good or service, 
rests in the utility assigned by individuals (or 
collectiyities of individuals) in the designation of 
preferences, and the exercise of choice. Tha market place’ 


va 5 a ‘tat Pe) 


di ra @s without the mediation 


of collective institutions. State, cr public expenditures, 
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are claimed to be less reliable since individual 
preferences are mediated through elected officials 
and civil servants. 


As a sociological description of experienced 
realities in advanced industrial societies, market 
theories of consumer sovereignty are somewhat incomp~ 
plete. Producers are reticent to place goods or 
services in the market place, and await the exercise 
of choice through dollar notes. There is massive 
intervention by producers in the market piace to 
mediate consumer choices. Billions of dollars are 
invested in advertising, promotions, and packaging. 
is questionable whether consumers really exercise 
choice, or are invited to respond to the choices 
which are placed before then. The exercise of 
choice would imply the ability to secure what is 
preferred, and not only respond to what is offered. 
Consumer sovereignty is quite limited in its ability 
to influence the content of market production, and 
thereby the content of choice. It has more often 
been necessary for consumers to step out of the 


‘marketplace, and through collective action, promote 


public legislation and regulation to secure the 
quality and range of choices sought. 
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In The Great Transformat Polanyi identifies the 


tion, 

curious anomaly of A soni tisant ageine in the scope of 
government regulation and activity in the 19th century, 
in a period when economic doct 


(for minimum government 


rines of "laissez-faire" 
intervention) prevailed. Regulation 
nas been a necessary out-crowth of the industriai market 
place. Consuiners have been unwilling to have a direct 

and unmediated relationship with market producers. It is 
through a highly daveloped framework of protective actiyity 
by the public sector, that most individuals feel secure 

in their role as consumers. 
protective activity, 
possible. 


Without this framework of 


There are few individuals who would regularly 
consume food, use elevators, travel in airplanes, fil} 

out drug prescriptions, clothe their infants, turn on elect- 
rical appliances, invest in stocks, place their savings 

in banks, and more recently drive cars and breathe the air 


arcund them, without the assumed assurances of goverrment 


protection. 
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public spending, because they are essential, 
be seen as productive. The public sector confers 
credibility upon the theory of consumer sovereignty. 
Individual dollar votes, acting in the isolation of a 


mus & 


crowd, have become increasingly i¢ss effective in securing 
accountability and choice. 
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points to other foconatetaneies in market theories of 
wealth formation. In advanced market cuitures dependent 
upon hich levels of consumption, there are subs tant- 

ial public subsidies given to producers and consumers 
alike. The modern state, in both Western and Eastern 
societies, socializes through public spending the costs 
of education, advanced training, research, health care - 
all essential elements to the process of technologically 
intensive production. é 
welfare, old 


Through income transfer paymenis - 
age security, unemployment insurance, mortgage 
guarantees - and other tax expenditures, consumer spend- 


ing is supported. O'Connor contends that fiscal support 
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1G L. Pryor, Public Expendi tures in_ in Communist and 


Capitalist Nations. 
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of the marketplace - to producers and consumers - has come income tax so that it could continue to finance what 
to outstrip available budgetary resources. Herein lies Teronto residents (and citizens across Canada) deemed to 
“the Fiscal crisis of the state". It would be hard to be valuable programs. Z 
characterize social investments in market production and i 
consumption as inherently "non-productive". i 

i 

are ee TABLE 3 i 

One of the current limitations in market economies peas cs i 

2 

is the inability to choose between public and private | ee ae ee aes ets : 
Pens a. ; Nee, og RATING VALUE OF PUBLIC SERVICES, CANADA, 1977 AND 1976 i 
goods. Utility theory stresses the importance of choice in i 
ascertaining vaiue, and hence identifying forms of "productive" Public Service ~ = G_~—s Good Vatue Not Geod Vatue Can't Say | 
activity. The application of a utility perspective Diss icp liseeate: 19771978 i AS iz 1978 : 
d 

to public spending reveals significant levels of individual dinars ag BAe 7% 12% Ag Ag : 
= : . J i 
satisfaction with the benefits received. Garbage Coliection 84% 0% ag 8% 1% 12% : 
Fire Protection 83% 82% 1% 82 10% 10% i 

dace Pol ice 79% 8% 15% 14g 7% 5% i 

fable 3 reflects the high esteem with which Canadi $ 

4 J se wth which Canadians Postal Service 61% 68% 36% 30% 4% 2% H 
view public goods such as medicare, garbage collection, fira Education 52¢ 474 37% 42% Lid Lig 5 
protection, and police services. There is less consensus, . 
but still significant approval levels, for the value of postal . : 
Bc at : 5 Pa 5 se , Source: Gallup Polls, Toronto Star; Oct. 22, 1977 and Get. 25, 1976 : 
services and education. Municipal politicans who have sougnt ———— i 


-to introduce curtailments in programs such as garbage collect- 
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| PRIVATE SOCIAL SPENDING PATTERNS, 1974 
TABLE 4(a) (For Families of 2 or more persons in 14 Canadian Cities) 
| . 
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FAMILY INCOME GROUPS 
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SOCIAL CONTRIBUTION PATTERNS, 1974 


TABLE 4(b) (For Families of 2 or more persons in 14 Canadian Cities) 


ENTRY LEGEND: A - % of Families Reporting Expenditures 


Tax income 
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4,000 | i | tt | % tg 
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Contributions 


; habreoha { B [269 17.7 16. 22.4 
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Charitable A 20.1% 32.8% | 30.5% 32.1% 4 23.7% 
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ite 314.7 190. 270.4 458.1 | 660.9 | 875.0 


. ci 7.2% 3.7% 4.4% 6.6% | 8.0% | 9.2% | 


a 


source: Urban Family Expenditures, 1974 (Statistics Canada) 
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Table 4(a) applies a utility perspective to private 
spending patterns. People affirm through dollar sovereignty 
the productivity of social spending. The more income they 
have, the more frequently they seek out social benefits. As 
income goes up, more is spent.on dental care, eye care, child 
care, household help, education, and private pensions. 
Similar levels are spent on drugs, but these expenditures 
represent a lower proportion of after-tax income for the 
affluent. In the market place, thera can be limitless 
production and distribution of social benefits. Social goods 
and services are no iaéss "productive" than any other 
set of goods and services which are privately produced and 


consumes. If people want-and value social goods, then why does 
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prescription for perpetuating social axciusion and 


inequality. It denies individuals and their dependents 


basic access to the social necessities of a civilized 
society. The resistance to sharing and public 
decency is camouflaged by the pieties cf civic virtue. 


Some social spending critics argue that a return 


to voluntary giving is a more appropriate way to meet 
collective responsibilities. There is no doubt that 
the voluntary sector has been an important source of 
service innovation and social committment in the 
evalution of civilized community tife. The 

nistoric role of the voluntary sector has been to 
identify need, demonstrate appropriate and effective 
responses, and then pursuade the public sector ta 
make voluntary service benefits available to those 

in need. The voluntary sector has never been capable 
of creating general access to needed services and 
programs. It must be remembered that voluntary 
giving includes the right not to contribute. Public 
spending provides a framework of fairness, in which 

t is more difficult to evade responsibility. 
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Table 4(b) identifies the relationship between yoluntary 


giving and public revenue patterns. Excluding the $25,000 
and Gver group, the proportion of voluntary giving after 
taxes does not reflect ability to pay. It is only through 
public revenue measures that a fair share of social 
responsibility is assumed by all. 


A central theoretical contention raised against 
social spending is the allegation that it does not contri- 
pute to wealth formation. Hence it is “non-productive’. In 
some measure, this reflects a view that "wealth" is created 
througn the transformation of natural resources into saleable 
commodities. Responding to this contention draws one into 
historical and theoretical analysis. 


What emerges upon preliminary review are an alternative 
set of understandings. Social investments have generally 
accompanied and been inseparable from the process of industrial 
development. Tracing the intricate relationships betveen 
thes? tyo streams of development remains an unexplored area 
of historical scholarship. One might speculate on how and 


why the separation in critical understanding developed. in 
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part it refiects differences in origins, forms of social 
organization, and competing struggles for legitimation 


and scarce resources. 


Social investments transfer the principles 
of collective.survival from family and kinship struct- 
ures into the public domain. Ideologically thay 
promote inciusion and the affirmation of inter- 
dependence. The imagery conveyed is that of common 
dwellingness and continuity, or what may be referred to 
as a “public household” perspective. Market theory stresses 
the solitary individual, condemned to confront natural 
elements and instincts, for whom survival is assured 
through domination and the mediation of a coercive 
State. Public household and market images may reflect 
differences in established sex functions. Thus the historical 
pre-eminence of market theory and images as incemplete 
explanations of how social survival and wealth formation 
have historically occurred. 


For a social planner to encounter Adam Smith is 
to discover that the “Wealth of Nations” is not only 


id 


xX 


a treatise on the principles of accumulation (i.8. wealth), 
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but also a prescription on the development of the public 
household, (i.e. nation). There is no suggestion that 
the economic domain enjoys e unique moral or political 
status to the nation itself. The purposes of wealth are 
to civilize and humanize the national community. Admittedly 
productive labour is associated with the process of material 
production, but the principles underlying capital productivity 
are important to note: "the labour of the manufacturer fixes 
and realises itself in some particular subject or vendible 
commodity, which lasts for soma time at least after the labour 
is past. 
stocked and stored up to be employed, if necessary, upon 

some other occasion. That subject, or what is the same thing, 
the price of that subject, can afterwards, if necessary, 

put into motion a quantity of labour equal to that which had 
originally produced it. The labour of the menial servant, 

on the contrary, does not fix or realise itself in any particu- 
lar subject or vendibie commodity. 


It is, as it were, a certain quantity of laoour 


His services generally per- 
ish in the very instance of their performance, and seidom 


leave any trace or value behind | then + for which an equal 
quantity of service could afterwards be procured”. 


{emphasis added) 
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The kev element in the concept of capital pro- 
ductivity is developmental - reproductive capacity over 
time. It is the infusion into the society of capacity 
which can preserve and manifest itself with some measure 
of consistency independent of the conditions from which 
it initially arose. That this capacity was almost 
exclusively associated with manufacturing, machines, 
and industrial activity is not surprising. In an éra 
when population growth, diminishing food supplies, wide~ 
spread physical dislocation and deterioration were pre- 
valent, the hope of transformation and survival rested 
in disciplining human activity to master the material 
elements. However, the principles of productivity 
which Smith attributes to manufacturing can also be 
applied to parenting. 


For Smith, social development work and correspond- 
ing forms of public spending are not the paradigin for 
non-productivity. They are related to the process of 
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Adam Smith "The Wealth of Nati ons” , Volumes One and Two" 
J. M. Dent & Sons iLtd., London, 1910, Vol. 1, p. 295 
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formation and are assigned an appropriate priority in the 
evolution of the nation. * Smith arcues for a universal 
elementary system of education at a modest fee “that syen 

a common labourer may afford it" (p. 266-7), with public 
financing through general revenue to bear the costs. The 
purposes of education are to civilize peopie into productive 
leisure, promote societal stability. and upqrade labour force 
skill. - | 


The state sector is assigned a range of public 
Funcitons to enabie capital accumulation - developing an infra- 
structure of banking, insurance, canals, roadways, water 
supply which “are of great and general utitity, while at the 
same time they frequently require a greater expense than 
than suits the fortunes of private people" (p. 244). The 
role of the state in creating the conditions necessary for 
modern industrial production is evident. As a matter of his-~ 
torical interest, general revenue is advocated by Smith as the 
means of payment for public goods which are beneficial to 
the whole society, with "all the different members contribu- 
ting, as nearly as possible, in proportion to their res 
abilities". {emphasis added - p. 297) 
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jhe paradign of non-productivity for Smith, 
clearly evident throughout “Wealth of Nations", is the 
squandering of human labour to meet frivolcus consumption 
needs. Service work in the form of domestic servitude 
(i.e. "menial servant") falls into this category. It 
is the issue of what are now called “luxury goods" which 
is at the center of Smith's view of non-productivity, 
not social development werk or public sector activity. 


The issue of luxury goods remains central to 
the critical issues of allocation today. Luxury goods 
may be defined (Menger) as".... cation of more 
means than are necessary fer achieving a purpose," 
luxury goods steer productive resources away from the 
generation of benefits more closely associated with the 
necessities of life. 


If there is a conflict today over 
what is "productive", it is not between industrial 
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“ Smith, op. cit. Vol. 2 "The Expenses of the Sovereign" 


p. 182-298. 


As quoted in E. Kander “A History of Marginal Utility 
Theory” Princeton, 1965, p. 63. 
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development and social spending, but over the forms of 


ith to be created and the equitable distribution of 
entitlements. 


Aayanced market societies are characterized by an 
intersity of luxury goods ard services which compete for 
scarce societal resources. The luxury sector includes 
the significant growth of non-durable and marginal comsump-~ 
tion items (fashion, cosmetics, entertainment, professional 
sports, stimulants, recreation eauinment, etc.) and the massive 
overheads of market promotion (management inducements, 
advertising, packaging). It has prompted Lewis Lapham 
of Harpers to note recently that the "diversion" sector 
in Awerica now exceeds the “national defense" sector in its 
Tne scale of the diver- 
sion sector is an important commentary on the means required 


in an advanced market culture to promote social stability 


appropriation of societal resources. 


within the nation. It represents "domestic defense" 


spending within the public household. 


The fragility of the "domestic defense" strategy is 
best reflected in the significant growth of private and 
public security systems during the last two decades. In 
North America, the number of individuals employed in private 
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forces has come te exceed the recorded size of oublic 
1. 


security services. The sense of “community” in the 

public household is replaced by a siege or fortress 
mentality, with guards (armed in the U.S.) in plazas, 
schools, office buildings, apartment compiexes, nospit~ 
als, speciality stores, museums, mass entertainment events, 


etc. Farnell and Shearing noted in a recent review that: 


"....private security has become as obvious 
‘a part of the daily lives of most Canadians 
as the public police. Canadians today 
encounter private security personnel at 
almost every turn:....The private security 
industry nas grown to such an extent that, 
today, the role piayed by the industry 
in the 


effect on the lives and liberty of Canadian 


area of law enforcement has an 


citizens recond only to that played by the 
public police.” 
S M. B. Farnell, C. 0. Shearing "Private Security: An 
Examination of Canadian statistics, 1961 - 1971". 
of Criminology, University of Toronto, April 1977. 5. 
119. 


TEN ee ERT TT YB RE OT 


er eR RS CORE RRR RE SR TEE ET EY. ene A mnt 


J 
ed 


eh Steg ST >  meemonen a eR EE 


productivity of social spending. 


1 et 


The costs of social disintegration are significant to 
the community as a whole. A continued committment to diversion 
over social development in the allocation of public resources 
will inevitably expand the need for coercive measures. Social 


spending is an investment in non-ccercive approaches to securing 


Increased reliance on 
the market place to determine the kind of wealth we will pro- 


social stability and integration. 


duce, and how entitlement will be distributed, can only lead 
to social exclusion for increasing numbers of families and 
individuals. Same groups will have both diversion and the 
benefits of secial spending, some groups will have to make 
the tough choices, and other groups will end up with 
neither. The fortress mentality will grow as the secure 
demand more protection from the anger and spill-overs of 

the socially excluded. 


Modern capital theory no longer questions the 
Reproductive capacity over 
time is increasingly seen as a function of specialized tech- 
nical knowledge, labour force stability, and forms of 

social organization and management. These capacities emerge 
through efficient and comprehensive social investments. 


social spending is understood to be one of the first con- 
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ditions necessary for accumulation. The modern corpor- 
ation has beccme a repository of internally provided 

social programs for its employees - continuing education, 
human relations management, family and addiction counselling, 
temporary forms of collective living, heaith care, 


Fitness, athletics, entertainment, cuitural enrichment, 


community service promotion, retirement and disability 
protection, interest free loans, para-transit services. 
A high priority is assigned to the social stability 
and sense of integration within the modern 

corporate nousehold. Gone are the days 
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See: D. Dewey "Modern Capital Theory", Columbia 
University Press, New York, 1965. 

OECD "Towards Full Employment & Price Stability”, June 1977. 
E. Ginzberg "The Pluralistic Economy", McGraw Hill, New 
York 1965 G. S. Becker "Human Capital" (second edition), 
Columbia University press, 1975. 


E. L. Trist “Aspects of the Transition to Post-Industrialism’. 


Planner Press, New York, 1973. 
£, Leobb "Humanomics”, Random Heuse, New York, 1976. 
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when internal control was primarily pursued through 
coercive frameworks of regulation and retirbution. Within 
its domestic sphere the modern corporation has discovered the 


need for sound economic and social planning. 


When oné compares the state of Canada's economic 
competativeness with more successful OECD nations (Germany, 
Japan, Denmark), some of the critical differences are 
within the social development sphere. Canadian deficiencies 
are related to the lack of a specialized technical base 
(research /development, skilled workers), unstable secial 
relations (a fragmented and adyersaria!l tradition of collect~ 
ive bargaining), inefficient economic organization and 
management (the branch plant syndrome). 


areas requires some measure 


Each cf these 
of public sector leadership 
and social investments if Canada's economic future is to 
be secured, 

The critical choices which aa face are 
not between industrial development and social spending. 
There is need for botn sets of activities as part of an 


integrated strategy ef economic and social planning. 
Industrial development strategies to restore competa- 
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tiveness to the Canadian economy, and public social 
development spending at real growth levels in the 
economy, are not inconpatable. This requires more 


effecient managemen nd deployment of scarce capital 


ot 
th 


resources in pursuit of Canadian cbjectives. Well 


a 
ne industrial strategies can yiaid employment 
benefits in a middle term range. Public social - 
spending through service development is the most cost 
efficient method for immediate job creation. 8 it 7s 
clearly more efficient than indiscrininate priming, as 
recent evidence indicates. 

Canadians value publicly provided services and 
programs, particularily those offered by municipal 
governments. The quality of oublic services in Canada 
are an inherent part of our national identity as Nord 


Americans. Within an integrated framework of oublic 
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Grganization for Economic Cooperation and Development 
(OECD), "A Medium Term Strategy for Employment ar: 


Manpower Policies", Paris, 1978, p. 59-78. 
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planning. municipal governments should acquire increased 
revenue resources for the orderly expansion of employment 
opportunities in areas such as public transit. non- 


profi t/cooperative housing, technical and special education, 
-family support and child welfare, services to the elderly, 
road and crade imporvements, expanded public health care 
(i.e. dantal services). 

In conclusion, market claims that public social 
spending is "non-productive” and contributes to economic 
decline is without substance in fact and theory. [¢ 
represents the infusion of a political ideology over dis- 
tribution and control into public policy debate. it 
seeks to determine the forms of future wealth, perpetuate 
inequality and exclusion, and more seriously, discredit 
the legitimacy of collective action through political 
democracy. (The shape of this emerging conflict between 
market organization and solitical democracy is discussed 
by Daniel Bell in The Cultural Contradictions of Capitalism) 


There is a continuing neea for an active and 
creative market sector in the economic future of Canada. Of 
fundamental concern, however, is the reticence of the market sector 
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ta accept the need for a baianced pattern of national 
development in which economic and social objectives are 
afforded the complementary status that is required 

in a period af restraint and readjustment, effective 
nublic leadership is required to formulate and design a 
balanced program of aconemic and social development for 
Canada. This cannot occur if the market sector refuses 
to accept the need for limits on its spheres of activity, 
and continues to insist on 4 pre-eminence in relation 
to secial spending and the puolic sector. The use of 
the tax weifare system as a substitute for economic 
planning is a luxury which Canadians can no jonger 
afford. It reduces our standard of living, jimits the 
prospects for ich creation, denies us the capacity to 
undertake urgently needed social investments, and 
eventually leads to the fortress community. 
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